
WILLIAM I.. Sf-OVEH

c- MICHAEL IXJFTTJS
JOHN H, US SEUH

KELVIN .J. DOWB

HOBEJ5T I>. KGSKNBEHCi

CHHISTOPHER A. MJIXS
FKANIC <I. PEHGOUZSCI

ANDREW B. KQLKSAR III
PETJ3H A. PPOHL

SLOVEH & LOFTUS
ATTORNEYS AT LAW

1224 SEVENTEENTH STKBBT, N. W<

WASHINGTON, ». C. 2OO»«-3OOa

TELEPHONE:
347-7170

February 16, 2007
STEPHANIE M.

-' v FAX:
'• • (BOB) (147-3619

.WRITER'S E-MAIL;
, '

kj d@sloverandloftus.com
DGNAUJ 0.

VIA HAND DELIVERY

The Honorable Yemen A. Williams
Secretary
Surface Transportation Board
Case Control Unit
1925 K Street, N.W.
Washington, DC 20423
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Dear Secretary Williams:
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"highly confidential" information, and therefore the DVD is being filed UNDER SEAL,
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BEFORE THE
SURFACE TRANSPORTATION BOARD

AEP TEXAS NORTH COMPANY

Complainant,

v.

BNSF RAILWAY COMPANY

Defendant.

Docket No. 41191 (Sub-No.l)

OPENING THIRD SUPPLEMENTAL EVIDENCE OF
COMPLAINANT AEP TEXAS NORTH COMPANY

Complainant, AEP Texas North Company ("AEP Texas"), hereby submits

its Opening Third Supplemental Evidence, in compliance with the Board's Orders served

November 8, 2006 ("November 8 Order") and November 22, 2006 ("November 22

Order"), Therein, the Board directed AEP Texas and Defendant, BNSF Railway

Company ("BNSF")., to submit revised evidence concerning variable costs and certain

components of stand-alone costs for the rail transportation of Powder River Basin

("PRB") coal to AEP Texas1 Oklaunion Generating Station at issue in this case, taking

into account the methodological changes announced by the Board in Ex Parte No, 657



(Sub-No. 1), Major Issues in Rail Rate Cases, Decision served October 30, 2006. {

I. INTRODUCTION

This maximum rate proceeding was initiated on August 11, 2003, and the

evidentiary record for both sides' cases-in-chief, including final briefs, was completed

and presumably closed on June 9, 2005. However, on February 27, 2006, only eleven

<y

days before expiration of the statutory deadline for a final decision in this case, ~ the

Board opened Ex Parte No. 657 (Sub-No. 1), and announced both that this proceeding

would not be concluded by the deadline, and that the Board intended to apply the results

of that rulemaking in this case. Id., Decision served February 27, 2006 at 3.

In comments submitted both in its individual capacity and as a member of

the Concerned Captive Coal Shippers, AEP Texas objected to the conduct of Ex Parte

No. 657 (Sub-No.1) as a vehicle for considering changes in components of the Board's

application of the Coal Rate Guidelines,3 and to the Board's plans to call for more rounds

1 AEP Texas has petitioned for review and vacation of the Board's decision before the
U.S. Court of Appeals for the District of Columbia Circuit, on grounds that various
elements of the Board's action were arbitrary, capricious, unsupported by substantial
evidence in the record, or otherwise contrary to law. Case No. 06-1409, AEP Texas North
Company v. Surface Transportation Board and United States. AEP Texas is making the
instant submission to comply with the November 8 Order and November 22 Order, and
this filing is without waiver of or prejudice to any and all arguments that AEP Texas may
raise on appeal.
25ee49U.S.C. §10704(c)(l).
3 Coal Rate Guidelines, Nationwide, 1 I.C.C. 2d 520 (1985), aff'd sub nom., Consolidated
Rail Corp. v. United States, 812 F.2d 1444 (3rd Cir. 1987).



of evidence and apply the outcome,of the new proceeding in this case. However, the

Board ruled otherwise. Despite the submission of thousands of pages of testimony and

argument by some fifty (50) different parties, the Board's October 30, 2006 decision in

Ex Parte No. 657 (Sub-No. 1) adopted virtually all of the changes proposed in its February

27 Decision without modification. Subsequently, the November 8 Order and November

22 Order directed this submission, without meaningful discussion of AEP Texas'

contrary views.

Herein, AEP Texas presents the variable and stand-alone cost data called

for in the November 8 Order, based upon the evidence of record as supplemented by

discovery conducted subsequent to the November 22 Order, and applying the three

methodological changes adopted in Ex Parte No. 657 (Sub-No, I) which were identified in

the November 8 Order, Specifically:

1. Variable costs are calculated on a system average basis, using the
Uniform Rail Costing System (URCS) Phase III model.

2. Revenues derived from cross-over traffic are allocated
using the Average Total Cost (ATC) methodology, in lieu of the
Modified Straight-Mileage Prorate (MSP) formula that had been
consistently employed in prior coal rate proceedings.

4 See, e,g. Joint Opening Comments of Western Coal Traffic League, Et AL, May 1, 2006
at 3-8; Opening Comments of AEP Texas North Company^ May I, 2006 at 5-7.



3. Variable costs are calculated for the issue and non-issue traffic
comprising the TNR~ traffic group, to support the determinatk
relief under the Maximum Markup Methodology (MMM),

It bears re-affirmation that AEP Texas is making this submission to comply

with the November 8 Order and the November 22 Order. AEP Texas does not believe

that it is either proper or equitable for the Board to adjudicate this case under the auspices

of the variable cost and revenue allocation features of the new Ex Pane No. 657

(Sab-No. 1) rules, which were adopted some seven (7) months after the statutory due date

for a final Board decision on the merits passed, and as to which AEP Texas had no notice

prior to the assembly and presentation of its case-in-chief.

II. VARIABLE COSTS

A. Movement-Specific Variable Costs Should be Used for
Jiirisdii'lional Threshold Purposes

Throughout this proceeding, AEP Texas has based it variable cost

calculations on the movement-specific approach. This method has been re-affirmed by

the Board and its predecessor for decades as preferable to and more accurate than a

system average approach when the traffic at issue is unit train coal traffic, which is widely

acknowledged to be more efficient and less costly on a service unit basis than "average"

freight: service, AEP Texas' evidence is based on traffic, operating and cost data specific

3 AEP Texas1 stand-alone railroad was designated the Texas & Northern Railroad, or
"TNR".
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to its coal movement, as produced by BNSF in discovery. As most recently calculated

prior to this filing, the variable cost of BNSF service from the Eagle Butte Mine to

Oklaunion was $7.16 per ton, at 1Q04 wage and price levels.6 As shown in Exhibit

OTS-1, the corresponding figure is $8,11 per ton when BNSF's 2005 URCS costs are

taken into account and the calculation is indexed forward to 1Q07.

Under the November 8 Order, the record of variable costs compiled to date

would be ignored, in favor of a calculation based solely on unadjusted system average

costs developed through use of the URCS Phase III program. As shown herein, the effect

of this shift would be to artificially and inaccurately inflate the variable costs for the

movements at issue, and along with them the jurisdictional rate floor.

In Ex Pane No. 657 (Sub-No. 1), the Board acknowledged that exclusive

reliance on system average URCS calculations biases the outcome of the analysis in favor

of the railroads; i.e., it produces higher variable cost figures than a movement-specific

approach.7 The Board appears to find this acceptable, on the ground that eliminating

movement-specific adjustments means an end to "[t]he immense costs and complexity of

6 See AEP Texas' Rebuttal Second Supplemental Evidence, July 14, 2006 at 22. The
variable and stand-alone cost calculations relevant to this case apply to movements from a
number of different PRB origins. In this submission, AEP Texas will reference
shipments from the Eagle Butte Mine as a point of comparison.
1 See Decision served October 30, 2006 at 52, In discussing disparate record-keeping
practices among different carriers, the Board observed that where a railroad does not keep
records needed to make movement-specific adjustments - and therefore can rely solely on
system averages - the outcome is a "biasing [of] the result of our jurisdictional inquiry in
favor of [the] railroad that decides not to gather or keep the information."

.7.



such adjustments to URCS..." Id. at 51. While AEP Texas does not agree with the

Board's cost-benefit conclusions as a matter of general regulatory policy,8 precluding

movement-specific calculations in this case will not serve the Board's stated goal of

simplifying and reducing the cost of coal rate litigation at all.9 The record in this

proceeding already was closed when Ex Parte No. 657 (Sub-No.I) was opened. The

discovery and evidentiary assembly that the Board now decries already had been

concluded, as the Board itself conceded. ' Particularly given that AEP Texas justifiably

relied on longstanding precedent in preparing and presenting its case, it would be

inequitable and improper for the Board to simply ignore that completed record.

While the Board acknowledged that the matter of precluding movement-

specific adjustments in this case was a "complex question.,"1' the Board cited the

"potential problem of rate prescriptions into the future" as a reason to ignore the existing

record. The Board noted that when it sets a maximum rate based on the jurisdictional

a The Board notes with emphasis that the expense of litigating variable costs on a
movement-specific basis can exceed $1 million, and cites the avoidance of this expense as
a virtue of its shift to a system average approach. Id. at 51. AEP Texas submits that this
emphasis is misplaced. Assuming arguendo that the SI million figure is accurate, over
2.2 million tons of coal move via BNSF to Oklaunion each year. If a system average
approach leads to an overstatement of variable costs by only $.75 per ton (a very
conservative figure, as shown infra) t the added cost to AEP Texas in freight rates at the
jurisdictional threshold is almost S3 million per year. That harm dwarfs the expense of
presenting an accurate variable cost calculation.
9 Decision served October 30,2006 at 50-51.
10 Mat 76,

"Id.



threshold., it directs the parties to calculate the rate floor for later periods in a manner

consistent with its substantive ruling. Turning again to this case, the Board offered that

"while the parties have already incurred the costs for making movement-specific

adjustments for historical movements, they have not yet done so for future

movements." u However, calculating those "future" costs based on Board-determined

system average adjustments would be no more onerous than doing so using an unadjusted

URCS Phase III model Once the Board makes its determination as to the adjustments to

be allowed, the parties' future tasks essentially are to update unit and capital costs within

the context of the Board-approved structure. So long as the parties adhere to the Board's

directive, the exercise is purely mechanical.

The Board also suggests that precluding movement-specific adjustments in

this case "would establish an unbiased and accurate result," Id. AEP Texas respectfully

disagrees. As noted above and demonstrated further below, exclusive reliance on system

averages in this case absolutely will bias the result: in BNSF's favor. Moreover, AEP

Texas submits that the notion that such reliance produces more accurate results is

unfounded.

It bears emphasis that the longstanding precedent supporting rnovement-

specific adjustments in the calculation of variable costs for unit coal train service does not

merely endorse their use; it does so specifically because they produce more accurate costs

nld.
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than pure system average data.1"1 The Board's about-face on this issue in Ex Pane No.

657 (Sub-No J) rests principally on two (2) premises, neither of which is valid.

First, the Board suggests that unless movement-specific adjustments are
7 <k^i_' Jl -J

made to all cost components, the results of the calculation are "suspect." Id, at 51.

However, there is absolutely no evidentiary support in the administrative record for this

conclusion, and it has never been a matter of concern in prior Board and ICC maximum

rate cases, all of which made findings regarding variable costs based upon a combination

of movement-specific and system average components. Moreover, the notion is illogical,

as there is no necessary linkage between the individual elements of variable cost such that

results would be distorted if some but not all were calculated on a movement-specific

basis. For example, if crew wages are determined on a movement-specific basis and

locomotive maintenance is calculated based on system averages, neither can be shown to

13 See Docket No. 42056, Texas Municipal Power Agency v. 8NSFRailway Co., Decision
served March 24, 2003 at 10, 41 ("Because a carrier's system-wide average costs are not
necessarily representative of the cost of providing a particular service, movement-specific
adjustments are sometimes introduced into evidence to better reflect the variable costs
attributable to providing that service"); Docket No. 42072, Carolina Power & Light Co.
v. Norfolk Southern Railway Co., Decision served October 20, 2004 at: 134 (same);
Docket No. 42051, Wisconsin Power & Light Company v. Union Pacific Railroad Co.,
Decision served September 13, 2001 at 38-39 (same); Docket No. 42022, FMC Wyoming
Corp. v. Union Pacific Railroad Co., Decision served May 12, 2000 at 48 (same); San
Antonio, Texas v, Burlington N. R.R., 1 l.C.C. 2d 561, 569 (1986)("San Antonio's
calculations were based on the railroad's actual data, whereas the defendant
railroads,. .persisted in relying on system averages. Because route-specific data is more
accurate and reliable, we have found San Antonio's evidence to be the best evidence of
record in these areas".). See also Rules to Govern the Assembling and Presenting of Cost
Evidence, 337 l.C.C. 298, 304(1970).

-10-



skew the other solely because of that difference. The ultimate result may be less accurate

than if both were done on a movement-specific basis. But that result still would be more

accurate than if both were determined by system averages.

Second, the Board opined that the use of movement-specific unit costs

together with system average variability factors (again, the Board's established practice

for decades14) somehow produces distortions in results that do not occur when system

average unit costs are used. Id. at 53-55. Here, too, however, there is no evidentiary or

logical support for the Board's proposition.

The Board begins with the statement that "because URCS costs assume a

linear relationship between total cost and traffic volume, the proportion of total cost that

is variable increases as density increases." Id. at 54. But URCS makes no such

assumption with respect to return on investment, either for road property or equipment.

The linear relationship depicted in the graph relied upon by the Board in Ex Parte No. 657

(Sub-No. 1) applies to the roadway maintenance cost category, and is already accounted

for in the URCS program. Such a relationship has not been demonstrated to exist with

respect to return on road property (the apparent subject of the graph15). The Board in Ex

14 See, e.g., Docket No. 42057, Public Set-vice Co. of Colo, d/b/a Xcel Energy v. BNSF
Railway Co., Decision served June 8, 2004 at 136 ("The Board has routinely accepted a
wide variety of movement-specific adjustments without any adjustment of the system-
average variability factors of URCS...").
15 During the ICC proceedings that led to the adoption of URCS, the railroad industry
argued that road return should have been assigned the same variability factor as roadway
maintenance. Citing the absence of any analytical support for a change in the 50 %
default factor that the agency had used previously for road return, the ICC rejected the

-11-



Parte No, 657 (Sub-No. I) accepted as given an empirically unsupported argument raised

by the defendant in Xcel, which the Board itself rejected in that very case.16

Additionally, there is no rational connection between the issue of whether

or how variability factors should change with changes in density, and the relative

accuracy of movement-specific vs. system average unit costs.17 [f any of the URCS

variability factors are questionable on the ground that they reflect system average rather

than movement-specific density, any consequential error occurs regardless of whether

system average or movement-specific unit costs are used.

The Board's Ex Parte No. 657 (Sub-No. I) Decision also opines that

eliminating movement-specific adjustments will serve the goal of creating a "quick and

easy-to-determine regulatory safe harbor" within which railroads could price their traffic

without fear of regulatory intervention. Id. at 51, Whatever the theoretical merit of this

suggestion, it has no application to this case either. Throughout this proceeding, BNSF

carriers* argument. See Adoption of the Uniform Railroad Costing System, 5 I.C.C. 2d
894, 919-920 (1989). Among the studies undertaken since URCS was adopted, none has
supported a change in the road return variability factor.
16 The Board states in Ex Parte No. 657 (Sub-No. 1) that it "recognized" the Xcel
defendant's position, but did not accept it because the railroad itself used system average
variability factors. Id. at 55. The decision in Xcel contains no such recognition; the
Board simply recited the railroad's argument, and rejected it. Xcel at 136-137.
17 It is noteworthy that the defendant's linearity claims in Xcel were not directed against
the use of movement-specific unit costs. The earner was arguing for an upward
adjustment in the variability factor for road return irrespective of whether it prevailed on
its separate argument against movement-specific unit costs.

_i ">_J. £,



has made clear that its pricing strategy for Oklaunion was based on its perception of

stand-alone costs, not the jurisdictional threshold.

That the use of unadjusted, system average URCS Phase 111 costs in this

case would artificially inflate the jurisdictional threshold and bias the outcome in BNSF's

favor is apparent from a comparison of the results of the application of the unadjusted

Phase III program and the actual variable costs previously calculated by the Board for the

Oklaunion movement.

In its 1996 decision in West Texas Utilities Company v. Burlington N.R.R.

Co.,18 the Board made specific findings as to the variable cost of BNSF service to

Oklaunion from the Rawhide Mine, Basing its calculations on the actual traffic and

operating characteristics of the movement and a combination of movement-specific and

BNSF 1994 URCS unit costs, the Board determined the variable cost to be S7.60 per ton

at 4Q95 wage and price levels. See 1 S.T.B. at 718. As shown in Exhibit OTS-2, if these

findings are updated using BNSF's 2005 URCS unit costs and current traffic and

operating parameters, and no other adjustments are made, the variable cost increases to

$9.21 per ton at 1Q07 wage and price levels, at least $1,55 per ton less than comparable

figures produced by the unadjusted URCS Phase III model. See Exhibit OTS-1.

IS1 S.T.B. 638 (1996), aff'd. sub nom., Burlington Northern Railroad Company v, STB,
114F.2d206(D.C.Cir.'l997).
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The updated West Texas Utilities calculation is still higher than AEP Texas'

calculation of actual, 1Q07 movement-specific variable costs based on BNSF's 2005

URCS, which are $7.81 per ton for shipments from the Buckskin Mine and $8,11 per ton

from Eagle Butte, the origins used by AEP Texas that are closest to the Rawhide Mine.

See Exhibit GTS-1, This is not surprising, however, since as noted above, the updated

1996 calculation does not take into account intervening improvements in operational

efficiency and productivity over BNSF's PRB coal routes. As shown on Exhibit OTS-3,

between 1996 and 2006 BNSF's average number of cars per coal train increased by

113%, and tons per car increased by 6.4 %, while the number of locomotives per train

decreased by 2.1%. These types of productivity gains can account for the differential

between updated 1996 and actual 1Q07 variable costs on the Oklaunion movement.

In sum, to ignore the extensive record already assembled and to determine

variable costs solely by application of URCS Phase III system averages would be to

sanction an inaccurate, artificial, and highly biased result. AEP Texas respectfully

submits that the Board instead should consider the existing record, and render a variable

cost determination based on the actual, movement-specific analysis presented by AEP

Texas.

B. System Average Variable Costs

In Ex Pane No. 657 (Sub-No.1), the Board directed that variable costs in

future cases be calculated using the URCS Phase III program and nine (9) specified input

-14-



factors: (1) the railroad; (2) loaded miles (which should include loop track miles); (3)

shipment type (local, originated delivered, bridge, received terminated); (4) number of

freight cars; (5) tons per car; (6) commodity (for loss and damage expense only); (7) type

of movement (single, unit, multiple); (8) car ownership (railroad or private); and (9) type

of car. Id. at 52 n.165.

As discussed above, AEP Texas objects to the application of the Board's

new variable cost rule in this case. However, in compliance with the November 8 Order,

AEP Texas has made the unadjusted calculations based on BNSF's URCS unit costs for

each historic period through 2005,19 and indexed to 1Q07 wage and price levels. See

Exhibit OTS-1 and OTS-4, and AEP Texas electronic workpaper "Exhibit OTS-4

(Variable Cost 2QOO-4Q04),xls". The nine (9) movement-specific inputs used by AEP

Texas with the URCS Phase III program are:

1. The Railroad. The railroad for all movements is BNSF,

2. Loaded Miles. The parties previously stipulated to the loaded miles

(including loop track miles) for the Oklaunion movements, for each of the relevant time

periods. See Reply Evidence of AEP Texas North Company, May 24, 2004, Exhibit 1I-A-

84.

3. Shipment Type. The shipment type is originated terminated.

19 BNSF's 2005 URCS unit costs are the most recent available.



4. Number of Freight Cars. The parties previously stipulated to the

number of freight cars per train, for each of the relevant time periods. Id,

5. Tons per Car. The parties previously stipulated to the number of

tons per car for each of the relevant time periods. Id.

6. Commodity. The commodity for all movements is bituminous coal

(Phase III Code 11).

7. Type of Movement All movements at issue are unit train

movements.

8. Car Ownership, The cars are owned by BNSF.

9- Type of Car. The cars supplied are gondola cars.

The 2005 BNSF URCS costs are indexed to the IQ07 level using the

procedures set forth in Explanation of Rail Cost Update Procedures, ICC Statement 1E-

80 (April 1980), as supplemented in Complaints Filed Under Section 229 of the Staggers

Rail Act of!980, 365 I.C.C. 507 (1980) and Wisconsin Power & Light Company, supra at

59-60.
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I- REVENUE ALLOCATION ON CROSS-OVER TRAFFIC

Through its membership in the Concerned Captive Coal Shippers, AEP

Texas opposed the Board's proposal to adopt ATC as the formula for allocating revenues

derived from cross-over traffic. The identified flaws in the ATC procedure include:

(1) an arbitrary allocation of BNSF fixed costs; (2) the same errant assumption that light

and heavy density segments have the same fixed costs per mile that prompted the Board

to reject the railroad-sponsored "DARA" formula in previous coal rate proceedings;

(3) the failure of ATC to recognize market factors as required by the Coal Rate

Guidelines; and (4) ATC's tendency to force complainants to model stand-alone railroads

•)n
with less than optimal densities in order to overcome ATC's light density line bias."

Nevertheless, the Board adopted ATC, as proposed, in its final ruling in Ex Parte No. 657

(Sub-No J).

AEP Texas submits that ATC remains flawed and inherently biased, and

should not be applied in this or any other maximum coal rail rate proceeding. Inasmuch

as the Board directed its application in the November 8 Order; however, AEP Texas has

conducted the necessary supplemental discovery and recalculated the TNR's revenues

from cross-over traffic accordingly. As summarized in Exhibit OTS-5 and displayed in

detail in AEP Texas electronic workpaper "Exhibit OTS-5 (Summary TNR Revenue)",

the net effect is a total difference of S18.12 million in base year (2000) TNR revenues, as

20 See, e.g., Joint Rebuttal Comments of Western Coal Traffic League, EtAL* June 30,
2006 at 17-20.
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compared to the revenues calculated using MSP, and only 5.3% in total revenues over the

entire DCF period. The process followed by AEP Texas is explained in the balance of

this Part III.

A. Background of AEP Texas' Evidence

The most recent calculation of TNR cross-over revenues was presented in

AEP Texas' July 14, 2006 Rebuttal Second Supplemental Evidence. As with prior

iterations, the movements included in the TNR traffic group for the period June 16, 2000

through 2002 were based on actual BNSF coal and non-coal shipments from specific

origins to specific destinations, as revealed by data produced by BNSF in discovery.

Movements over the TNR that are projected to begin in later years were determined

through a combination of discovery and independent research.

The points of interchange between TNR and BNSF for coal movements

were developed based upon BNSF's actual routing of PRB coal shipments to particular

destination plants and interchanges. Because the TNR was designed such that all PRB

traffic was routed via Edgemont, SD, only coal traffic which to some degree actually had

been routed that way by BNSF was included in the TNR shipper group. In its March 17,

2006 Order in this proceeding, the Board directed both parties to use AEP Texas' traffic

group volumes and routings (included re-routed traffic) in their supplemental

submissions. See also AEP Texas' Rebuttal Second Supplemental Evidence, July 14,

2006 at 4-7.

-18-



The TNR traffic group also includes modest volumes of general freight

traffic, all of which is handled by the TNR in overhead or "bridge" service between

Amarillo, TX and Gklaunion, TX, The points of interchange with BNSF were based on

BNSF's actual routing of this traffic, as reflected in data produced by BNSF in discovery

for the years 2000 through 2002,

Throughout this proceeding, AEP Texas* calculation of revenue divisions

on cross-over traffic has been performed using the MSP methodology. While BNSF has

continued to object to the inclusion of certain re-routed coal movements in the TNR

traffic group and to advocate the DARA formula for allocating cross-over revenues,

BNSF has conceded that AEP Texas' most recent revenue calculations accurately comply

with the Board's instructions as set forth in its March 17, 2006 Order.2I

B. ATC Calculation ~~ The "On SARR" TNR Route

The following procedures are used by AEP Texas to determine average total

costs for the TNR portion of each cross-over movement, including both coal traffic and

general freight. The composition of the traffic group, the total BNSF revenues, and the

"on-SARR" routings for all movements are the same as those developed and summarized

in AEP Texas' Rebuttal Second Supplemental Evidence.

21 See, Reply Supplemental Evidence of BNSF Railway Company, June 15, 2006 at 4-5.
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The variable costs per ton for the TNR portion22 of each cross-over

movement in the TNR traffic group are developed using the nine (9) URCS inputs

identified in Ex Pane No. 657 (Sub-No J) for each movement, as derived from data

produced by BNSF in discovery. The URCS Phase III cost program was run using those

inputs and BNSF's 2000 URCS unit costs, to calculate the variable cost for the TNR

0'"* -

portion of each unique movement. The results are shown in AEP Texas electronic

workpapers 'TNR Coal Traf Phase IILxls", "gf_J)0.dbf, "gfj)l.dbf' and

"gfj)2.dbf.

The next step is to determine the weighted average density for each

movement's TNR routing. AEP Texas and BNSF agreed to use 2004 densities as a

surrogate for the 2000 base year,24 The TNR density for each density segment^ was

determined using the traffic that traversed the TNR, and then multiplied by the TNR route

23 The November 8 Order directs that for re-routed traffic, "on-SARR" traffic densities
and variable and fixed costs are to be determined based on the re-route. Id, at 3. AEP
Texas' calculations follow this procedure.
23 Per the Board's directive (November 8 Order at 3), the variable and fixed costs
allocable to traffic that began moving on the TNR after 2000 likewise was determined
using 2000 base year URCS costs,

-4 For the sake of consistency, this stipulation also requires that TNR's 2004 tonnage
levels be used in the density calculation. Thus, TNR density is determined based on 2004
tonnage levels for the specific routes used by the 2000 base year traffic group. In this
way, the base year traffic routings are reflected in the ATC calculation, per the Board's
directive.
25 "Density segments" are defined as each discrete segment of the TNR system where
traffic density (in net tons) is consistent, Thus, a portion of the system that runs from A
to C via B where the A~B portion handles 10 million tons and B-C handles 8 million tons
would be comprised of two density segments.
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miles for that segment. The sum of these products then was divided by each movement's

total TNR route miles, to arrive at a weighted average density for each movement's route.

Fixed costs per ton for the TNR portion of each cross-over movement are

calculated thusly: (i) 2000 base year fixed costs per route mile are determined by

subtracting BNSF's total variable costs from BNSF's total cost as identified in its 2000

URCS ibrmula, then dividing the difference by BNSF's total system route miles;26

(ii) BNSF's aggregate annual fixed cost for the "on-SARR" route is calculated by

multiplying the BNSF 2000 fixed cost per route mile from (i) by each movement's TNR

route miles; and (iii) fixed costs per ton are determined by dividing BNSF's aggregate

fixed cost from (ii) by the weighted average annual density for each movement's on-TNR

route. The results of these calculations are summarized in AEP Texas electronic

workpapers "TNR Coal Traf and Rev 0100-0603 Reb _ATCJ)21607.xls",

"gfOOATCxIsx", "gfWATCxIsx" and ugf02ATC.xlsx".

C. ATC Calculation - The Off-SARR BNSF Route

As with the "on-SARR" routes, the determination of variable and

fixed costs for the BNSF portion of cross-over movements for purposes of the ATC

calculation is based on the TNR traffic group and routings summarized in AEP Texas*

Rebuttal Second Supplemental Evidence.

26Total route miles are taken from BNSF's 2000 Annual Report Form R-l, Schedule 700,
Line 57, Column (C).
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1. Coal Traffic

In discovery conducted subsequent to the November 22 Order, BNSF

1*7

produced coal routing databases for the years 2004-2006. From these databases, coal

records for the destinations of cross-over movements included in the TNR traffic group

"so
were identified. AEP Texas next determined the predominant "off-SARR" routing for

the BNSF trains from the point of interchange with the TNR to their destination on

BNSF, "Predominant" is defined as a route traversed by at least 70% of a given

movement's trains, as determined using the BNSF routing databases.29

Sixteen (16) cross-over coal movements included in the TNR traffic group

occurred over the 2000-2003 time period, but did not take place in 2004 and thus were

not included in the databases provided by BNSF, AEP Texas and BNSF therefore

stipulated the "off-SARR" routings for these movements, which are shown in AEP Texas

electronic workpaper "Stipulated Coal Routes.pdf.

In addition, seven (7) cross-over coal movements that are included in the

TNR traffic group were not included in the databases provided by BNSF, and are not the

27 As noted supra, AEP Texas and BNSF have stipulated to the use of 2004 traffic and
density data as a surrogate for the base year 2000 data.
28 Qualifying records could be identified efficiently using destination points. The 2005
and 2006 routing databases were used only for movements that were not included in the
2004 data.
29 One exception to this rule is a cross-over movement that traverses the TNR via
Edgemont, SD and terminates at Chicago. BNSF records did not show a route traversed
by at least 70% of the trains for this movement, so the predominant route was determined
based on a simple majority of the routes included in the data provided by BNSF.
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subject of a stipulation between the parties. For these movements, the "off-SARR" route

was determined either by identifying a comparable movement to the same destination via

the same TNR interchange point that was included in the BNSF databases, or by

developing the most logical route to that particular destination from the interchange point

with the TNR.30

Once the "off-SARR" routings were determined, the variable costs and

average fixed costs for the BNSF portion of each cross-over movement were calculated in

the same manner as those associated with the TNR portion. The segment densities were

determined using BNSF's 2004 system densities as a surrogate for the 2000 base year.

The density for each segment was determined using this data, and then multiplied by the

off-system route miles for that segment. The sum of these products then was divided by

each movement's total off-system route miles, to arrive at a weighted average density for

each movement's route.

2. General Freight Traffic

By agreement between AEP Texas and BNSF, the weighted average

densities for the "off-SARR" routes were determined using a 2002 BNSF database, which

was produced by BNSF in January, 2007. This database was used as a surrogate for the

2000 base year densities. Each general freight movement was summarized by origin-

30 See AEP Texas electronic workpaper "TNR Coal Traf and Rev 0100-0603
Reb ATC 021607.xls",



destination state, as identified from data provided by BNSF and used to develop the TNR

traffic group. For each unique origin-destination state movement, the predominant off-

SARR route was identified from the 2002 BNSF database. Once the route was identified,

the BNSF 2002 density data was used to develop ofF-SARR route density in the same

manner as described above for coal traffic. In all other respects, the procedures used to

develop "off-SARR" costs and densities are the same as those used for coal traffic.

The "off-SARR" cost and density calculations are summarized in AEP Texas

electronic workpapers "gfDOATCxlsx", "gfOlATC.xlsx", and "gfD2ATC.xlsx".

D, Calculation of Revenue. Divisions Under ATC

The following steps were taken to complete the determination of the

TNR's share of each cross-over movement's total revenue using the ATC methodology:

(i) calculate the total "on-SARR" cost per ton for each movement by
adding the "on-SARR" variable cost per ton and the "on-SARR"
fixed cost per ton;

(ii) calculate the total "off-SARR" cost per ton for each movement by
adding the "off-SARR" variable cost per ton and the "off-SARR"
fixed cost per ton;

(iii) calculate the ratio of "on-SARR" total costs to total movement costs
by dividing "on-SARR" total costs by "on-SARR" plus "off-SARR"
total costs; and

(iv) apply the item (iii) ratio to the total BNSF revenue for the evaluated
movement to arrive at the TNR share of total movement revenue for
each cross-over movement.

-24-



Once calculated for the 2000 base year, the TNR revenue ratio for each

cross-over movement is held constant during each year of the DCF model life, regardless

of when during the model life the movement over the TNR commences or terminates.

See November 8 Order at 3,

The calculation of total TNR revenues for each year of the DCF model using

the ATC methodology is summarized in Exhibit OTS-5, As shown therein,

application of the ATC formula in lieu of the MSP methodology results in a total

reduction in revenue of 5,3 % over the life of the model.

IV. APPLICATION OF THE MAXIMUM MARK-UP METHODOLOGY

The November 8 Order directs the parties to "calculate the variable cost for

all movements (issue and non-issue movements) using the URCS Phase III movement

costing program" to support the application of MMM to determine the maximum stand-

alone rate. Id. at 4. These calculations are detailed in AEP Texas electronic workpapers

"TNR Coal Traf Phase IILxls", "gf _00.dbf, "gf_pl.dbf * and "gf_02.dbf' and

"Oklaunion.xls".

Consistent with the Board's MMM procedures, variable costs for both the

issue and non-issue traffic are based on unadjusted URCS Phase 111 system averages.

-25-



However, AEP Texas re-affirms its objection to the calculation of Oklaunion variable

costs on this basis favjurisdictional threshold purposes.M

CONCLUSION

Herein, AEP Texas provides the data and calculations called for by the

November 8 Order and November 22 Order, in the manner directed by the Board. For the

reasons set forth herein and in the comments filed by AEP Texas and the Concerned

Captive Coal Shippers in Ex Parte No. 657 (Sub-No. 1), however, variable costs and the

revenue allocations on cross-over traffic in this case should be determined based on the

standards and precedents in place prior to that proceeding, and the evidentiary record

assembled in reliance thereon.

31 There is no inconsistency in using different approaches to determining variable costs
where the calculations serve two very different purposes.
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Exhibit OTS -1
Page 1 of 4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO OKLAUNIOW

(Movement Specific and Phase HI - 1Q05 through 1Q07)

BNSF Variable Cost Per Ton
Movement

Specific
Period Variable Cost I/

(1)

A. Buckskin Mine Originations

1. 1Q05
2. 2Q05
3. 3Q05
4. 4Q05
5. 1Q06
6. 2Q06
7. 3Q06
8, 4Q06
9, 1Q07

B. Eaele Butte Mine Originations

10. 1Q05
11. 2Q05
12. 3Q05
13. 4Q05
14. 1Q06
15. 2Q06
16. 3Q06
17. 4Q06
18. 1Q07

C. Jacobs Ranch Mine Originations

19, 1Q05
20. 2Q05
21. 3Q05
22. 4Q05
23. 1Q06
24. 2Q06
25. 3Q06
26. 4Q06
27. 1Q07

(2)

$7.25
$7.78
$7.92
$8.71
$8.02
(po e^t
3O*J^*

$8.73
$8.15
$7.81

$7.40
$7.70
$8.25
$9.07
$8.35
$8.77
$9.07
$8,47
$8.11

$8.02
$8.61
$8.76
$9.62
$8.86
$9.30
$9.62
$8.99
$8.61

Phase 111
Variable Cost 2/

(3)

$9.85
$10.25
$10.44
$10.97
$10.53
$10.87
$11.04
$10.63
$10.41

$10.00
$10.07
$10.76
$11.30
$10.85
$11.15
$11.38
$10.95
$10.73

$10.46
$10.89
$11.09
$11.65
$11.18
$11.50
$11.73
$11.30
$11.07



Exhibit OTS-J
Page 2 of 4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO QKLAUNION

(Movement Specific and Phase HI - 1Q05 through IQ07)

BNSF Variable Cost Per Ton

Period

0)

Movement
Specific

Variable Co$t 11
(2)

Phase 111
Variable Cost 2/

(3)

D. Biack Thunder Mine Originations

28. 1Q05
29. 2Q05
30. 3Q05
31. 4Q05
32. 1Q06
33. 2Q06
34. 3Q06
35. 4Q06
36. 1Q07

$7.66
$8.23
$8.37
$9.20
$8.47
$8.89
$9.20
$8.59
$8.23

$10.17
$10.58
$10,78
$11,32
$10.87
$11.17
$11.40
$10.98
$10.75

E. Cahallo Roio Mine Originations

37. 1Q05
38. 2Q05
39. 3Q05
40. 4Q05
41. 1Q06
42. 2Q06
43. 3Q06
44. 4Q06
45. 1Q07

$8.24
$8.85
$9,01
$9.91
$9,12
$9.57
$9.91
$9.25
$8,86

$10.60
$11.04
$11.25
$11.81
$11.34
$11.66
$11.89
$11.45
$11.22

F. North Antelone Mine Originations

46. 1Q05
47. 2Q05
48. 3Q05
49, 4Q05
50. 1Q06
51, 2Q06
52. 3Q06
53, 4Q06
54, 1Q07

$6.81
$7,31
$7.44
$8.18
$7.53
$7.90
$8,18
$7.64
$7.32

$9.25
$9.63
$9.81
$10.31
$9.89
$10.17
$10.38
$9.99
$9.79



Exhibit OTS-1
Page 3 of 4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO OKLAUNION

(Movement Specific and Phase III - 1Q05 through 1Q07)

BNSF Variable Cost Per Ton
Movement

Specific
Period Variable Cost U

(1)

G. Caballo Mine Originations

55. 1Q05
56. 2Q05
57. 3Q05
58. 4Q05
59. 1Q06
60. 2Q06
61. 3Q06
62. 4Q06
63. 1Q07

H, Cordero Mine Originations

64. 1Q05
65. 2Q05
66. 3Q05
67. 4Q05
68. 1Q06
69. 2Q06
70, 3Q06
71. 4Q06
72. 1Q07

I. North Roehelle Mine Originations

73. 1Q05
74. 2Q05
75. 3Q05
76. 4Q05
77. 1Q06
78. 2Q06
79. 3Q06
80. 4Q06
81, 1Q07

(2)

$7.72
$8.29
$8.43
$9.27
$8.54
$8.96
$9.27
$8.66
$8.30

$7.29
$7.82
$7.96
$8.73
$8.05
$8.45
$8.74
$8.17
$7.83

$7.03
$7.53
$7.67
$8.41
$7.76
$8.13
$8.41
$7.87
$7.54

Phase III
Variable Cost 2/

(3)

$10.23
$10.65
$10.85
$11.39
$10.93
$11.25
$11.47
$11.04
$10.82

$10.08
$10.49
$10.69
$1L22
$10.77
$11.08
$11.30
$10.88
$10.66

$9.69
$10.08
$10.27
$10.79
$10.35
$10.65
$10.86
$10.46
$10.25



Exhibit OTS-1
Page 4 of4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO OKLAIJNION

(Movement Specific and Phase III - 1Q05 through 1Q07)

BNSF Variable Cost Per Ton

Period

0)

Movement
Specific

Variable Cost !/
(2)

Phase III
Variable Cost 21

(3)

J. Antelope Mine Originations

82. 1Q05
83. 2Q05
84. 3Q05
85. 4Q05
86. 1Q06
87. 2Q06
88. 3Q06
89. 4Q06
90. 1Q07

$7.51
$8.06
$8,20
$9.01
$8.30
$8.71
$9.01
$8,42
$8.07

$9.83
$10.23
$10.42
$10.94
$10.50
$10,80
$11,02
$10,61
$10.39

II Based on AEP Texas Rebuttal Second Supplemental evidence dated July 14, 2006
electronic workpaper "VC AEPTEX 2005 ALL MOVES.123".

II AEP Texas electronic workpaper "AEPTX Phase III 2005 ALL.xls".



ExhIbitOTS-2
Page 1 of 1

SUMMARY OF BNSK VARIABLE COST
FOR SHIPMENTS TO OKLAUNION BASED ON THE STB'S 1996 WTU DECISION

0)

1. CARLOAD ORIGINATED OR TERMINATED - CLERICAL (CLOT)
2. CARLOAD HANDLING - OTHER (CLOR)
3. SWITCHING BY YARD LOCOMOTIVES (SEM)
4. SWITCHING BY ROAD LOCOMOTIVES (SEM) ON NON-YARD TRACKS
5. SWITCHING: RD LOCO (SEM) ON YD TRKS
6. GROSS TON MILE EXPENSES (GTM)

a) FUEL
b) OPERATING EXPENSE
c) DEPRECIATION & LEASES
d) RETURN ON INVESTMENT
e) TOTAL (Lns. 6a - 6d)

7. EXPENSES FOR LOOP TRACK MOVEMENTS (GTM & LUM)
8. TRAIN MILE EXP for OTHER THAN CREW
9. TRAIN MILE EXPENSE FOR T&E CREW

10. HELPER SERVICE - LUM EXPENSES
11. HELPER SERVICE - CREW EXPENSES
12. LOCOMOTIVE UNIT MILE EXPENSES

a) FUEL
b) OPERATING EXPENSE
c) DEPRECIATION & LEASES - LOCOMOTIVES
c) DEPRECIATION & LEASES - NON LOCOMOTIVE
d) RETURN ON INVESTMENT - LOCOMOTIVES
d) RETURN ON INVESTMENT - NON LOCOMOTIVE
e) TOTAL (Lns. 12a)-12d)

13. OPERATING EXPENSE OF CARRIER OWNED CARS
a) OPERATING EXPENSE
b) DEPRECIATION & LEASES
c) RETURN ON INVESTMENT
d) TOTAL (Lns. 13a)-13c)

14. EOTD/CABOOSE OWNERSHIP PER CAR
15. LOSS AND DAMAGE
16. JOINT FACILITY CHARGE
17. TOTAL VARIABLE COST/CARLOAD
18. TONS PER CAR
19. VARIABLE COST PER TON ( L. 17 / L. 18)
20. RFA - URCS LINKING FACTOR

21. LINKED VARIABLE COST PER TON ( L. 19 * L 20)

22. VARIABLE COST PER TON INDEXED TO 1Q07

BNSF Variable Cost Per Ton \l
STB 2005

1996 WTU Adjusted
Decision II URCS 3y

(2) (3)

$10.50
1,10
7.93
0.70
0,49

135.53
135.87
52,76

449.87

3.04
4,13

113,42
2.85
1.70

J.20
4,17
0.03
0.08

58-42

41.04
5393
?l-ff_l:*-V:

314,05

1.25
4.83

105.64
6,68
7.23

48,06
59.11
75.52
0.37

20.99
1.13

205.18

119.78
86.02
56.71

2.07
21.74

7.79
294.11

34.04
75,80

109.84

0.12
0.30

$845.05
110.48
S7.65

0.9934

$7.60

XXX

100.15
6.09

128.60

0.00
0.39

,026.73
109.20
$9.40

0.9934

$9.21

V AEP Texas electronic workpaper "Updated Variable Cost - 1996 STB WTU Decisicn.xls".
2/ BNSF variable cost for shipments from Rawhide Mine to Qklauniort at 4Q95 wage and price levels.
3/ BNSF variable cost for shipments from Eagle Butte Mine to Oklaunion at 3Q05 wage and price levels.
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ExhibitOTS-4
Page 1 of4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO QKJLAUJNION

(Movement Specific and Phase in - Historical Shipments 2QQO through 4Q04)

BNSF Variable Cost Per Ton
Movement

Specific Phase III
Variable Cost \l Variable Cost gl

(2) (3)

A. Buckskin Mine Originations

1. 2QOO $6.53 $8.40
2. 3QOO $6.55 $8.77
3. 4QOO $6.77 $9.02
4. 1QOI $6.96 $9.29
5. 2QOI $6.98 $9.18
6. 3QQ1 $7.03 $9.16
7. 4QGI $6.92 $9.02
8. 2Q03 $7.43 $9,53
9. 4Q03 $7.23 $9,45

B. Rawfatde Mine Originations

10. IQ02 $6.64 $8.97
11. 2Q02 $6.95 $9.24
12. 3Q02 $7.27 $9.38
13. 4Q02 $7.24 $9.53
14. 1Q03 $7.32 $9.59
15. 2Q03 $7.34 $9.63

C. Eaele Butte Mine Originations

16. 1Q03 $7.31 $9.41
17. 2Q03 117 Cars $6.94 $9.20
18. 2Q03 128 Care $6,88 $9.20
19. 3Q03 $7,08 $9.33
20. 4Q03 $7,08 $9.32
21. 1Q04 $7.16 $9.45
22. 2Q04 $9.61
23. 3Q04 $9.86
24. 4Q04 $10.33



ExhibitOTS-4
Page 2 of 4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO OKtAUNIQN

(Movement Specific and Phase HI - Historical Shipments 2QOO through 4Q04)

BNSF Variable Cost Per Ton
Movement

Specific Phase in
Period Variable Cost U Variable Cost 21

(U (2) (3)

S7.80
$8.57
$9.19
$9.06
$8.78
$8.84
$8.67
$8.95
$9.39
$9.50

$8.66
$8.91
$8.64
$8.94
$8.96
$9.33
$9.38
$9.27
$9,44
$9.49
$9,71
$10.13

D* Jacobs Ranch Mine Originations

25,
26.
27.
28,
29,
30,
31.
32,
33.
34.

2QOO
3QOO
1Q01
2Q01
3Q01
4Q01
1Q02
3Q02
4Q02
2Q03

E, Black Thunder

35.
36.
37.
38.
39,
40.
41.
42.
43.
44.
45.
46,

1Q01
3Q01
4Q01
2Q02
3Q02
4Q02
2Q03
4Q03
1Q04
2Q04
3Q04
4Q04

$5.97
$6.33
$6.80
$6,80
$6,66
$6.73
$6.39
$6.78
$7.2S
$7.53

Mine Originations

$6.47
$7.01
$6.54
$6.77
$6.82
$7.29
$7.26
$7.12
$7,24



Exhibit OTS-4
Page 3 of4

COMPARISON OF
BNSF VARIABLE COST FOR SHIPMENTS TO QKLAUNION

(Movement Specific and Phase HI - Historical Shipments 2QOO through 4Q04)

BNSF Variable Cost Per Ton
Movement

Specific Phase Ifl
Variable Cost I/ Variable Cost 2/

(2) (3)

F. Caballo Ro!o Mine Originations

47. 2QOO $6.44 $8.37
48. 3QOO $6.43 $8.65
49. 4QOO $6.65 $8.92
50. 1Q01 $6,85 $9.12
51. 2Q01 $6.69 $8.92
52. 3Q01 $6,99 $9.11
53. 4Q01 $7,00 $8.82
54. 2Q03 $7.75 $9.62

G. North Antelope Mine Originations

55. 2Q03 $7.05 $9.05
56. 3Q03 $7.01 $9.08

H. Cabalto Mine Originations

57. 2Q02 $7.27 $9,27
58. 3Q02 $6.67 $8.96
59. 4Q02 $7.58 $9.55
60. 2Q03 $7.28 $9.27

1. Cordero Mine Originations

61. 2Q03 $6.87 $9.12

J. North Rochelle Mine Originations

62. 3Q02 $7.33 $9.11
63. 2Q03 $7.09 $9.12
64. 4Q03 $6.72 $9.03
65. 404 $9.64



ExhibitOTS-4
Page 4 of 4

COMPARISON OF
BNSF. VARIABLE COST FOR SHIPMENTS TO OKLAUNION

(Movement Specific and Phase III - Historical Shipments 2QOO through 4Q04)

BNSF Variable Cost Per Ton
Movement

Specific Phase HI
Period Variable Cost I/ Variable Cost 2/

0) (2) (3)

1C Antelope Mine Originations

66. 2Q03 $6.89 $8,89
67. 4Q03 $5.97 $8.20
68. 1Q04 $7,06 $9.10

t. Belle Ayr Mine Originations

69. 2Q03 $7.52 $9.58

M. Dry Fork Mine Originations

70. 2Q03 $7.41 $9.66

N. Fort Union Mine Originations

71. 2Q03 $7.41 $9.61

O. Clovis Point Mine Originations

72. 2Q03 $7,41 $9.62

P. Coal Creek Mine Originations

73. 2Q03 $7.53 $9.59

O. Rochellc Mine Originations

74 2Q03 $7.50

I/ Based on Table III-H-4 of AEP Texas Rebuttal evidence dated July 27,2004.
2/ AEP Texas electronic workpaper "AEPTX Phase III weighted car type.xls".
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VERIFICATION

I, Thomas D. Crowley, verify under penalty of perjury that I am the

same Thomas D, Crowley whose Statement of Qualifications appears in Part V of

the Narrative portion of the Opening Evidence of Complainant AEP Texas North

Company ("AEP Texas") filed in this proceeding on March 1, 2004; that I am

responsible of the portions of the foregoing Opening Third Supplemental Evidence

of AEP Texas set forth in Pans II, III and IV; that I know the contents thereof; and

that the same are true and correct. Further, I certify that I am qualified and

authorized to file this statement.
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Thomas D. Crowley

Executed on February {£, 2007



CERTIFICATE OF SERVICE

I hereby certify that on this 16 day of February 2007,1 caused a copy of the

foregoing Opening Third Supplemental Evidence of Complainant AEP Texas North

Company to be served by hand delivery on counsel for BNSF, as follows;

Samuel M, Sipe3 Jr.
Anthony J. LaRocca
Linda S. Stein
Steptoe & Johnson, L.L.P.
1330 Connecticut Avenue, N.W.
Washington, D.C. 20036-1795
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Daniel M, Jaffe /'"/


